Introduction
The group benefits landscape is changing dramatically. The menu of available options has grown; employers are paying for fewer benefits; and the responsibility for selecting the benefit package has been increasingly left to the employee. However, unlike in the pension world, very little is known about how employees select their benefits packages, if their selections are optimal for their situations, or what employers can do to encourage the optimal selection of benefits packages. In a changing benefit landscape, it is important to determine three things: (1) What are current employer practices and their resulting take-up and coverage patterns?; (2) Which practices influence employees' selections?; and (3) What can employers do to make employees' selections closer to the employees' optimal choices? This first analysis allows us to peer into the black box of employee decision-making and identify what behavioral finance concepts are at play in the group benefits arena. Using information from 24 in-depth telephone interviews, we gain important insight into how employees determine whether to buy supplemental life and supplemental long-term disability insurance, how they decide how much to buy, what they liked and understood from their employers' presentations, and what features might make these insurance benefits more appealing to individuals.
This report proceeds as follows. Section 1 discusses the methodology for the interviews and the characteristics of the survey pool. Section 2 discusses life insurance purchases, and Section 3 focuses on long-term disability insurance purchases. Section 4 concludes that, despite the similarities between life and long-term disability insurance, the decision processes for buying each product vary dramatically. The need for life insurance is apparent, but individuals have a harder time determining how much insurance they need and tend to rely on rules of thumb. The need for disability insurance is much less clear, and thus it is infrequently purchased. Individuals do not understand disability incidence or the insurance product or how disability insurance interacts with governmental disability insurance programs. But even simple conversations about disability and disability insurance show promise in changing common misperceptions about need and provide a very interesting avenue to pursue in future work.
Methodology and Data
To begin our investigation of how households decide on life and disability insurance coverage, we partnered with Greenwald & Associates to conduct a series of in-depth telephone interviews with consumers regarding their choices of whether to purchase voluntary life or disability benefits available to them through their workplace. The interviews explored how these insurance benefits are presented to employees, what features attract buyers, and what barriers exist for those who elected not to purchase the coverage. Consumers are also asked about their perceptions of the adequacy of their life and disability insurance and how this compares to assessments of their health, auto, or homeowners insurances.
In order to explore decision-making in the context of behavioral economics, the questioning attempted to uncover:
• How consumers perceive the threat of death and disability -the likelihood of experiencing these events and the financial consequences associated with each;
• The perceived adequacy of insurance in mitigating the financial consequences of death and disability;
• Mental accounting and other shortcuts consumers use to value insurance coverage.
The respondents are a balanced mix of men and women, parents and those without children, primary breadwinners and working spouses of primary breadwinners, and those who had purchased voluntary coverage and those who had not. Additional screening criteria include:
• Employer must offer either voluntary life or disability coverage, regardless of whether or not these products were purchased by the respondent;
• Age 21 or older;
• Employed full-time;
• Household incomes between $10,000 and $249,999;
• At least somewhat involved in making household financial decisions. Nearly all of the respondents are married and most had children. The largest share has household incomes between $50,000 and $150,000 and household assets between $50,000 and 1 Additional comparisons were made by sex, but men and women responded very similarly to this exercise. $200,000. The parents in our sample have slightly lower net worth than the overall sample and, as such, report being more likely to live paycheck-to-paycheck, as opposed to having a rainy day fund or saving on a regular basis. At the same time, the parents in our sample exhibit signs of being more risk averse, as shown by their lower reported probability of taking high deductible auto and health insurance plans.
Life Insurance
The Purchase Decision. The first step is to determine how employees decide whether they would purchase life insurance. Figure 1 illustrates that they do not spend much time deliberating their needs. Over 40 percent of the sample spends less than 30 minutes thinking about their life insurance purchases. However, there seems to be little need to convince people that they need life insurance. As one respondent put it, life insurance is "almost required, or at least highly recommended" and something "most people have."
All respondents have supplemental life insurance offered through their employers.
Almost half of the sample purchase additional coverage through work and just over half purchase it via an alternative source, such as a previous employer, individual market, or union.
Further, individuals do not often revisit their life insurance decision, as illustrated in Figure 2 . Most state that they do not think about it often, though about one-quarter of the sample indicates that they think about it during the annual benefit renewal. Individuals also think about life insurance when one would expect them to: when they start a job, when the employer policy changes, and with good news in their life (marriage, children).
Employer Roll-Out Practices. Overall, individuals are fairly pleased with employer presentations of life insurance benefits. Almost 70 percent receive a presentation by someone in their human resources department; those with an HR representative are more likely to report they trust the source (80 percent vs. 60 percent of those who are not presented their benefit by an HR representative). The interviewees note that HR representatives do not give advice or personalized information, but they report that their reps do seem knowledgeable about the benefits package. Although some say they would like personalized advice, few -even some of those reporting it would be nice -avail themselves of that service when their employer provides it.
Many indicate that the benefit of payroll deductions and the prices of the policies make buying through the employer convenient. Less than one-third, however, actually compares prices. For those who did compare prices, they often compare with a previous employer's price, a price offered through a union, or a previous conversation with an agent. For those who do not compare prices, they often still feel that the employer is offering a good deal or discount. This assessment could be partly due to the fact that the premiums in the employer-sponsored realm are quoted per paycheck, which makes the premium seem small. Policies purchased elsewhere are quoted in annual terms.
How Much to Purchase. While the need for life insurance seems widely understood, an adequate level of benefits remains more of a mystery to potential purchasers. Very few discuss this matter with family (about one-quarter) or co-workers, or seek professional advice. Over half of the sample said expert advice would be of interest, yet many do not use advice made available to them during the benefit roll-out period. The keys to whether employees want expert advice are whether the advice can be customized to the individual's situation and the perceived trustworthiness of the source.
While the time spent making the decision is relatively short, the survey suggests that many people are engaged in well-defined mental accounting. Over 40 percent of the sample indicate that in their budgetary framework, they first decide on how much they need to spend on other necessities -including health and auto insurance -before determining how much they have left to buy life insurance, as illustrated in Figure 3 . Individuals in this category are also more likely to report that they are not adequately insured or are less likely to have supplemental life insurance. The same percent of respondents indicate that they decide how much life insurance they need and then buy the right coverage. Finally, only 11 percent indicate that they decided how much to purchase based on what "feels right."
Since life insurance is framed as a lump-sum payout (or future asset), most interviewees indicate that, in determining how much coverage they wanted, they think about big-ticket items (future liabilities) they would want their family to be able to pay off upon their death. Within this framework, easily recallable items like the monthly mortgage are more likely to be considered than less obvious expenses like retirement savings. Figure 4 illustrates the majority chose paying off the mortgage, while almost half want to insure their children's college tuition. Some have a potential interest in financial counseling for the survivors. This interest does not strongly correlate with the desire for an annuity or a lump-sum payout. Some individuals want to know who would be doing the financial counseling, indicating a distrust if the insurance company were to provide the service and try to sell more products to the family.
Many indicate that financial counseling would be a benefit to others, but would not be of particular interest to them or their beneficiaries.
Long-Term Disability Insurance
The Purchase Decision. In contrast to life insurance, many individuals fail to recognize the need for long-term disability insurance. While many individuals report having experience with disability -either through their own employment (a rehabilitation nurse), a family member, or their own recent disability event -almost everyone reports being less likely than average to become disabled during their lifetimes. Overall their justification of this belief is lifestyle choice -they are not dare devils, they do not smoke, and they generally take good care of themselves. Perhaps because they perceive less risk of a disabling event, they do not report triggers that cause individuals to think about or revisit their disability insurance purchase decisions.
Almost two-thirds of the sample spend less than 30 minutes before deciding not to buy the coverage; a full 30 percent report never reconsidering this decision (Figures 1 and 2) .
Individuals perceive the probability of becoming disabled as minimal, likely due to their definition of disability. Their perception of long-term disability is a catastrophic injury or illness, a "destitute state." They never see themselves as unable to work or disabled forever, instead indicating that they would want to recover, return to work, or always have hope of doing so. Two things are going on. First, an individual's definition of the payout state is narrow and improbable. Individuals state surprise when discussing the fact that disability could cover illnesses such as cancer, where the treatment period is relatively long, the possibility of recovering is relatively high, but may not be covered by sick leave policies. Second, because individuals always want to maintain the hope of returning to work, they are turned off by longterm disability insurance, because it is presented in a way that talks about lifetime incapacity, instead of as a way to help them get back on their feet.
2 Finally, people express a willingness to rely on others -family or the government -in the event of disability, which also reduces their perceived need for insurance.
However, while they perceive disability as a low-chance event, they do report that,
should it occur, they would experience serious financial consequences. Figure 5 shows that 70-80 percent of our sample feels that their death would be financially manageable for their dependents. Although this perception does not vary significantly within the sample, there is interesting variation in the perceived adequacy of insurance against a long-term disability. Men are the most confident, with one-third indicating that their disability would be financially manageable; women and parents are less confident, with just over half feeling their disability would be financially manageable.
The good news is that the survey provides indications that small interventions could be enough to encourage individuals to think about disability insurance. One respondent said the interview prompted her to think about her disability needs in a new light.
2 In general, there was some confusion about short-term versus long-term disability benefits. It is worth noting that many people commented that their employers paid for short-term disability but did not pay for long-term disability, which may also be providing a signal to the individual of the relative importance of the two insurance products. covers, what the benefit amount is, and why the price is "so high."
The ability to decide how much disability insurance to buy is hindered by a lack of understanding about the benefits they will get in the unlikely event of a disability. They are vaguely aware of other disability programs that are "free" -Social Security disability, short-term disability, worker's compensation, and veteran's benefits. They do not understand what the "70 percent" policy means in terms of take-home pay. Many indicate that 70 percent of their salary is not enough to live on, so they do not see the need to purchase expensive insurance with an inadequate benefit.
Since individuals narrowly define the payoff state and do not understand the benefit, disability insurance appears very expensive. Since they do not tend to have outside price indicators, they use other price points in their group benefits package, such as health and life insurances. They understand the relatively high price of health insurance, but do not understand the relatively high price of disability insurance compared with life insurance.
Potential Variations. It is interesting to note that individuals who overwhelming reject
buying disability insurance through their employers are very interested in potential variations on the current policy. Figure 6 illustrates the popularity of several options. The options are combined into three broad categories: price, benefit framing, and combining products.
Price. Loyalty rewards are fairly popular, with over 75 percent reporting interest. This response strengthens the notion that disability insurance is perceived as simply too expensive.
Benefit Framing. It is clear that individuals do not understand the benefits they would get from disability insurance. Adding prevention programs to disability coverage -a benefit they can see and experience more frequently than a disabling event -appeals to many. Also, reframing the benefit to be a lower percentage of pay and as a top-up policy to the other disability programs appears attractive. This option would allow individuals to understand their benefit and how it interacts with the public programs they are vaguely familiar with, without doing any of their own research. Receiving payments in a lump-sum, instead of an annuity, is not attractive.
However, everyone indicates that home health care would be an attractive feature of the policy.
This finding again speaks to the fact that individuals do not understand how they would use their disability benefit or how far their benefit would go in covering expenses.
Combining Products. Individuals are open to the idea of bundling long-term disability insurance with other insurance products they currently purchase. Since bad health shocks and car accidents are the most likely perceived methods of becoming disabled, individuals are most receptive to bundling with health and auto insurance. A close third is the idea of bundling life insurance and disability insurance together as an "income-insurance" policy, though some respondents were concerned about what bundling would do to the price. This reaction highlights the fact that life insurance is perceived as inexpensive relative to the value they place on the benefit, and disability insurance relatively expensive.
Conclusions
These in-depth interviews reveal a lot about how individuals make decisions about voluntary life and disability insurance purchases. Importantly, the interviews also highlight several barriers that prevent individuals from getting adequate coverage.
For life insurance, the need for insurance is clear in people's minds. They do not spend a lot of time on the decision but do revisit it occasionally, often prompted by the annual sign-up process or when good things happen in their life, such as marriage or childbirth. However, individuals have a difficult time calculating how much life insurance coverage they should have.
They largely rely on anchors -the employer default, the big-ticket items they are concerned about paying, or an agent recommendation -and adjust from there. Further, they are likely to ignore income replacement needs. This process could be due to the benefit being framed as a lump sum, causing individuals to focus on the lump-sum uses of the death benefit, overlooking its annuity-type uses.
Since the right amount of coverage is difficult to calculate, some individuals rely on the price to determine how much life insurance to buy. They are largely unaware of "fair" prices, and they instead compare the price offered by their current employer to prices offered by previous employers or prices for other items in the group benefit package. In this way, life insurance appears very inexpensive. This perceived affordability leads individuals to decide on how much life insurance to buy based on a "painless amount" per paycheck or on framing it in terms of a foregone coffee or dinner out. This line of thinking is not helpful in persuading individuals to buy adequate insurance.
While disability insurance may be similar to life insurance, the decision processes people use concerning coverage is different. First and foremost, individuals do not perceive the need for disability insurance. They define disability narrowly and perceive their risk of being in that state as very unlikely and, for the most part, under their control. Individuals are also very optimistic about recovery for any disease or disability that might befall them.
Further, individuals do not understand disability insurance policies. They know about other disability programs -workman's compensation, Social Security, short-term disability through the employer -and do not understand the value-added of a long-term disability policy.
Many individuals do not understand the disabling conditions for which long-term disability insurance would pay. The framing of the benefit as 70 percent of salary does not translate well into what their actual income and outlays would be should something occur; they do not understand whether this is in addition to, or instead of, these other ("free") programs.
The results of this survey suggest several avenues to pursue. The responses reveal some of the major obstacles in getting individuals to choose adequate insurance policies, and the challenge now lies in identifying ways to remove these obstacles. For life insurance, the major problem is getting individuals to assess how much coverage they need. Testing online calculators that include the cost of replacing big-ticket items (like a car or house), providing anchors other than the employer's 1-times-salary contribution, and changing the framing of the benefit seem like fruitful avenues of future work. For disability insurance, the major problem is getting individuals to assess any need. Simple education programs about the definition of disability, frequency of disability, and being more explicit about the value of the disability insurance benefit are important next steps. 
. What Big Ticket Items Do You Use to Calculate How Much Life Insurance You Need?
Note: Since individuals could indicate more than one item, the percentages sum to more than 100. As you know, we are conducting a survey on behalf of Boston College's Center for Retirement Research. The purpose of the survey is to learn more about peoples' experiences with the employee benefits they can purchase at work.
As our recruiter told you, we will send you a $25 honorarium if you complete this interview. The interview should take about 50 minutes to complete.
[ASK PERMISSION TO RECORD] Your responses will be confidential, and your name will not be connected with your specific responses. However, it is very helpful for us, for our notetaking purposes, if we can record our conversation. Only researchers will have access to the records, and they will be destroyed after 1 year. May I record our conversation? Do you have any questions before we get started? You can stop me at any time and ask questions. Some of the questions address issues of disability and mortality, which you may find uncomfortable. You can refuse to answer questions or stop the survey at any time. This would have no impact on your current or future relationship with Boston College. 
27.
What do you think of the idea of being able to purchase disability insurance together with…?
• …auto insurance to cover any disability that may result from an accident?
• …health insurance to cover any disability that may result from a disease?
• …retirement and college savings plan to ensure your contributions continue in case you're disabled? • … life insurance as a "complete income insurance" plan?
[Collect name and payment information. Available charities include Salvation Army, ASPCA, and American Heart Association.]
Thank you for your time and input. This has been an informative call.
